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10-010 Payment for Hospital Services 

10-010.01 (Reserved) 

10-010.02(Reserved) 

10-010.03 Payment for Hospital Inpatient Services:Thissubsection establishes the rate­
setting methodology for hospital inpatient services for theNebraskaMedical assistance 
Program excluding Nebraska Medicaid Managed Care Program's (NMMCP)capitated plans. 
This methodology complies with the Code of Federal Regulations and the Social Security 
Act through aplan which: 

1.specifiescomprehensively the methodsandstandardsused to setpaymentrates 
(42 CFR 430.10 and 42 CFR447.252); 

2.providespaymentrateswhichdo not exceedtheamount that canreasonablybe 
estimatedwouldhavebeen paid for these services underMedicarepayment 
principles (42 CFR 447.272); and 

3. takes into account the situation of hospitals which serve a disproportionateshare of 
low-income patients (Social Security Act 1902(a)(13)(A)(iv). 

The State has in place a public process, which complies with the requirements of Section 
1902(a)(13)(A)of the Social Security Act. 

This subsection applies to hospital inpatient discharges occurring on or after July 1, 2001 

Payment for hospital inpatient services provided to Medicaid eligible clients is a prospective 
rate establishedbytheDepartmentforeach participating hospital providing hospital 
inpatient services except hospitalscertified as CriticalAccess Hospitals. 

Forrateseffective July 1,2001,andlater,each facility shall receive a prospective rate 
baseduponallowableoperatingcostsand capital-related costs,and,where applicable, 
direct medical education costs,indirect medical education costs, anddisproportionateshare 
adjustment(s). 

10-010.03A Definitions: Thefollowingdefinitionsapply to payment for hospital inpatient 
services. 

AllowableCosts:Thosecostsasprovided in the Medicarestatute!; and regulations for 
routine service costs, inpatient ancillary costs, capital-related costs, medicaleducation 
costs, and malpractice insurance cost. 
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BaseYear:Theperiodcovered by themostrecentfinal-settledMedicarecostreport, 
which will be usedfor purposes of calculating prospective rates. 

Capital-RelatedCosts:Thosecosts,excludingtax-relatedcosts,asprovided 
Medicare regulations and statutesin effect for each facility's baseyear. 

Case-MixIndex:Anarithmeticalindexmeasuringtherelativeaverageresourceuse 
discharges treatedin a hospital comparedto the statewide average. 

in the 

of 

Cost Outlier: Cases which havean extraordinarily high cost as establishedin 471 NAC 10­
010.03B5 so as to be eligible for additional payments above and beyond the initial DRG 
payment. 

CriticalAccessHospital: A hospitalcertifiedforparticipationbyMedicareasaCritical 
Access Hospital. 

Diagnosis-Related Group (DRG): A group of similar diagnoses combined basedon patient 
.age, procedure coding, comorbidity and complications. 

Direct Medical Education Cost Payment: An add-on to the operating cost payment amount 
tocompensate for directmedicaleducationcostsassociatedwithapprovedinternand 
residentprograms.Costsassociatedwithdirectmedicaleducationaredeterminedfrom 
the hospital base year cost reports, and are limited to the maximumper intern and resident 
amount allowed by Medicare in the base year, and are inflated to the midpoint of the rate 
year using the MBI. 

Disproportionate Share Hospital(DSH): A hospital located in Nebraska is deemed to be a 
disproportionate share hospital by having-

1. 	 A MedicaidinpatientutilizationrateequaltoorabovethemeanMedicaid 
inpatient utilization rate for hospitals receiving Medicaid paymentsin Nebraska; 
or 

2. A low-income utilization rate of 25 percent or more. 

DistinctPartUnit: A Medicare-certifiedhospital-basedsubstanceabuse,psychiatric,or 
physical rehabilitation unit that is certified as a distinct part unit formedicare 
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DRG Weight: A number that reflects relative resource consumption as measured by the 

relativecharges by hospitalsfordischargesassociatedwitheachDRG.Thatis,the 

Nebraska-specific DRG weight reflects the relative charge for treating discharges in all 

DRGs in Nebraska hospitals. 


Hospital Mergers: Hospitals that have combined into a single corporate entity, and have 

appliedforandreceivedasingleinpatientMedicareprovidernumberandasingle 

inpatient Medicaid provider number. 


Hospital-SpecificBaseYearOperatingCost:Hospitalspecificoperatingallowablecost 

associated with treating Medicaid patients. Operating costs include the major moveable 

equipment portion of capital-related costs, but exclude the buildingand fixtures portion of 

capital-related costs, direct medical education costs,
and indirect medical education costs. 

IndirectMedicalEducationCost Payment: Paymentforcoststhat are associatedwith 
maintaining an approved medical education program, but that are not reimbursed as part 
of direct medical education payments. 

Low-IncomeUtilizationRate:Forthecostreportingperiodending in thecalendaryear 
preceding the Medicaid rate period, the sum (expressed as a percentage) of the fractions, 
calculated from acceptable data submitted the hospital as follows: 

1. Total Medicaid inpatient revenues including fee-for-service, managed care, and 
primarymanagement (excluding forcase payments payments 
disproportionate share hospitals) paid to the hospital, plus the amount of cash 
subsidies received directly from state and local governments in a cost reporting 
period,	divided by thetotalamount of revenuesofthehospital for inpatient 

including managed and careservices fee-for-service, care, primary case 

management payments (including the amount of cash subsidies received directly 

from state and local governments and excluding payments for disproportionate 

share hospitals) in the same cost reporting period; and 
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2. The total amountofthehospital'schargesforhospitalinpatientservices 
attributable to uncompensated care in ending in the calendar year preceding the 
Medicaid rate period, less the amount of any cash subsidies identifiedin item 1 of 
thisdefinitioninthecostreportingperiodreasonablyattributabletohospital 
inpatientservices,dividedbythetotalamountofthehospital'schargesfor 
inpatient services in the hospital for the same period. The total inpatient charges 
attributed to uncompensated care does not include contractual allowances and 
discounts(otherthanforuncompensatedcareforpatientsnoteligiblefor 
Medicaid), that is, reductions in charges given to other third-party payors such 
as HMO's, Medicare, or Blue Cross. 

Market Basket Index (MBI): The estimate of the quarterly rate of change in the costs 
of goods and services that are representative of goods and services used by hospitals 
in the production of inpatient care, from HCFAs Prospective Payment System Input 
Price Index, using the most recent historical and forecastamounts 

Medicaid Allowable inpatient Days:The totalnumberofcoveredMedicaidinpatient 

days. 


Medicaid Inpatient Utilization Rate: The ratio of( I )  allowable Medicaid inpatient days, 

as determined by NMAP, to (2) total inpatient days, as reported by the hospital on its 

Medicare cost report ending in the calendar year preceding the Medicaid rate period. 

Medicaid inpatient days include fee-for-service days, Medicaid managed care days, 

and days for primarycarecasemanagementenrollees.Inpatientdays for out-of­

state Medicaid patients for the same time period will be included in the computation of 

theratio if reportedtotheDepartmentpriortothebeginningoftheMedicaidrate 

period. 


Medicaid Rate Period: The period of July 1 through the following June30. 


Medical Review: Review of Medicaid claims, including validation of hospital diagnosis 
and procedure coding information; continuation of stay, completeness, adequacy, and 

of ofcare; admission, and andquality appropriateness dischargetransfer; 
appropriateness of prospective payment outlier cases. 

Medicare Cost report The report filed by each facility with its Medicare intermediary. 

Transmittal # MS-02-08 DEC - 1 23%) 
APR 2 5 .-L, ;:,

Approved Supersedes 

Transmittal # MS-01-06 



ATTACHMENT 4.19-A 
Page 5 

TheMedicarecostreportisavailablethroughtheNationalTechnicalInformation 
Service at the following address: 

U.S.Department of Commerce 

Technology Administration 

National Technical Information Service 

Springfield, VA 22161 


AhospitalthatdoesnotparticipateintheMedicareprogramshallcompletethe 
Medicare Cost Report in compliance with Medicare principles and supporting rules, 
regulations, and statutes (i.e., the provider shall complete the Medicare cost report as 
though it was participating in Medicare). 

The hospital shall file the completed form with the Department within five months after 
the end of the hospital's reporting period. A 30-day extension of the filing period may 
be granted if requested in writing before the end of the five-month period. Completed 
Medicare Cost Reports are subject to audit by the Department or its designees (see 
471 NACIO-010.03S). Note: Ifanursingfacility(NF) is affiliatedwiththehospital, 
the NF cost report must be filed according to 471 NAC 12-01 1ff. Note specifically that 
time guidelines for filing NF cost reports differ from those for hospitals. 

New Operational Facility A facility providing inpatient hospital care which meets one 
of the following criteria: 

licensed constructed which totallyreplaces an1. 	 A newly facility, either 
existing facility or which is built at a site where hospital inpatient services 
have not previously been provided; 

2. 	 Alicensedfacilitywhichbeginsprovidinghospitalinpatientservices in a 
building at a site where those services have not previously been provided; 
or 

3. 	 Alicensedfacilitywhich is reopenedatthesamelocationwherehospital 
inpatient care has previously been provided but not within the previous 12 
months. 
Note: A new operational facility is created neither by virtue of a change in 
ownership nor by the construction of additional bedsantoexisting facility. 

Cost Amount: calculated thatOperating payment The payment compensates 

hospitals for operatingcost,includingthemajormoveableequipmentportion of 

capital-related costs, but excluding the building and fixtures portion of capital-related 

costs, direct medical education costs, and indirect medical education costs. 


Transmittal # MS-02-08 

Supersedes , /Approved APR 2 5 . \' I '  Effective nFrr - I : ,: i 

Transmittal # MS-01-06 



of 

ATTACHMENT 4.19-A 
Page 6 

Peer group A grouping of hospitals or distinct part units with similar characteristics 
for the purpose of determining payment amounts. Hospitals are classified into one of 
six peer groups: 

1. 

2. 

3. 
4. 

5. 


6. 

MetroAcuteCareHospitals:Hospitalslocatedin metropolitan Statistical 

Area (MSAs) as designated by Medicare. 

Other Urban Acute Care Hospitals: Hospitals that have been redesignated 

to an MSA by Medicare for FederalFiscalYear '1995 or 1996 and/or 

hospitals designated by Medicare as Regional Rural Referral Centers; 

Rural Acute Care Hospitals: All other acute care hospitals; 

Psychiatric HospitalsandDistinctPartUnits in AcuteCareHospitals: 

Hospitals that are licensed as psychiatric hospitals by the licensing agency 

of the state in which they are located and distinct parts as defined in these 

regulations; 

RehabilitationHospitalsandDistinctPartUnits in AcuteCareHospitals: 

Hospitalsthatarelicensedasrehabilitation hospitals bythelicensing 

agency of the state in which they are located and distinct parts as defined
in 
these regulations; and 
CriticalAccessHospital:Hospitalsthatarecertifiedascriticalaccess 
hospitals by Medicare. 

PeerGroupBase payment Amount: A basepaymentperdischargeorperdiem 
amount used to calculate the operating cost payment amount. The peer group base 
payment amount is the same for all hospitalsin a peer group except Peer Group6. 

rebasing The redeterminationofthepeergroupbase payment amountorother 

applicable components of the payment rates from more recent Medicaid cost report 

data. 


Recalibration:Theadjustmentof all DRG weights to reflect changes in relative 

resource consumption. 


reporting Period: Same reporting period as that used forits Medicare costreport. 


Subspecialty CareUnit:Provisionofcomprehensivematernalandneonatalcare 

services for both admitted and transferred mothers and neonates all risk categories, 

including basic andspecialtycareservices;provisionofresearchandeducational 

support; analysis and evaluation of regional data, including thclseoncomplications; 

and initial evaluationof new high-risk technologies. 
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Tax-Related Costs: Any real or personal property tax, sales tax, excise tax, tax 
enacted pursuant to the Medicaid Voluntary Contribution Provider Specific Tax 
Amendment of 1991 (P.L. 102-234) or any amendments {.hereto, franchise fee, 
licensefee,orhospitalspecifictax, fee orassessmentimposedbythelocal, 
state or federal government, but not including income taxes. 

uncompensatedCare:Uncompensatedcareincludesthedifferencebetween 
costs incurred and payments received in providing service!; to Medicaid patients 
and uninsured. 

IO-010.03B payment for Peer groups 1, 2.and 3 (Metro Acute. Other Urban Acute, 
and Rural Acute): Payments for acute care services are made on a prospective per 
discharge basis, except hospitals certified as a Critical Access hospital The total per 
discharge payment is the sum of­

1. The OperatingCostPaymentamount; 
2. The Capital-RelatedCostPayment;and 
3. When applicable ­

a.DirectMedicalEducationCostPayment; 
b.IndirectMedicalEducationCostPayment;and 
c. A CostOutlierPayment. 

10-010.03Bl Determinationof operating CostPaymentAmount: The hospital 
DRG operatingcostpaymentamountiscalculated for eachdischargeby 
multiplying the peer group base payment amount by the Nebraska-specificDRG 
relativeweight.HealthCareFinancingAdministration(HCFA)DRGdefinitions 
are adopted except for neonates. 

sets are10-010.03Bla Nebraska-Specific weights Twoofweights 
developed for DRGsfortreatmentofneonates.Onesetofweightsis 
developed from charges associated with treating neonates in a subspecialty 
careunitforsomeportionoftheirhospitalization in hospitalsmeetingthe 
criteriaforprovidingsubspecialtycare.Thesecondsetofweightsis 
developed from charges associated with treating neonatesin hospitals that do 
not meet subspecialty care criteria. Hospitals are reimbursed using the weight 
that reflects the setting for neonate treatment. 

Hospitalsmustnotify NMAP in writingwithintenworkingdays if their 

subspecialtycareunit nolongermeetsthecriteria far subspecialtycare. 

Notificationshallbesent to DepartmentofHealthandHumanServices 

Finance and Support. 
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10-01 0.03B2 Calculation of Nebraska-Specific DRG Relativeweights and Case-
Mix Index: Effective for the rate period beginning July 1, 2001, relative weights 
calculated for the rate period ending June 30, 2001, shall remain in effect until 
thenextrebasingforMedicaidrateyearbeginningJuly1,2004.Forthe 
MedicaidrateperiodbeginningJuly 1, 2004,forpaymentpurposes,relative 
weights are calculatedusingallapplicabledischarges for asingleyearfora 
periodfromJanuary1,throughDecember31, for thecalendaryearending2 
yearspriortotheeffectivedateoftherecalibration.Statisticaloutlierswhich 
exceededtheaveragemeanchargesvalue by threestandarddeviationsare 
excluded from the calculations. 

Nebraska-specific weights are calculated from Medicaid charge data using the 
following calculations: 

1. Determine the Medicaid charges for each discharge; 
2. 	 Removeallpsychiatric,rehabilitation;MedicaidCapitatedPlans,and 

Critical Access Hospital discharges; 
3. 	 DeterminethearithmeticmeanMedicaidchargesperdischargefor 

each DRG by dividing the sum of all Medicaid charges for each DRG 
by the number of discharges; 

the arithmetic Medicaid per4. 	 Determine statewide mean charges 
discharge by dividing the sum of all charges forall relevant discharges 
in the Stateby the number of discharges; 

5. 	 ForDRGswith 10 ormorecases,dividethe CIRG arithmeticmean 
charges per discharge for each DRGby the statewide arithmetic mean 
chargesperdischargetodeterminetheNebraska-specificrelative 
weight for each DRG; 

6. 	 For DRGs with less than 10 cases, relative weights will be borrowed 
from the Medicare relative weights that were effective for the Medicare 
program on October 1 of the preceding year. 

7. 	 Adjust the relative weights so that the average of all discharges equals 
1.o. 

10-010.03BZa recalibrating Relative weights Effectivetherateperiod 
beginning July 1, 2004, DRG relative weights be recalibrated every three 
years during each rebasing of prospective rates. 

10-010.03B2b Calculating the Base Year Case Mix index For purposes of 
determining base rates, a base year case mix index is calculated for each 
hospital using all applicable claims with a first date O F  service that is within 
thebaseyearcostreportingperiod.Facilityspecificbaseyearcasemix 
indicesarecalculated as thesumofrelativeweightsforallbaseyear 
claims, divided by the number of claims. 
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10-010.03B3CalculationofCase-MixAdjusted hospital-specific BaseYear 

OperatingCostPer Discharge Medicaidcase-mixadjusted hospital-specific 

base year operating costs per discharge amounts are calculated from base year 

Medicare cost reports. For purposes of this calculation, the Medicare cost report 

which the Departmentshalluseinthecomputationoftheprospectiverate 

process for anyhospitalwhichfilesmorethanoneMedicarecostreportfor 

reporting periods ending during any calendar year is the one which covers
-

1. Atleastninemonths,and 
2. Thegreatestperiodoftime. 

For any hospital which files Medicare cost reports for more than one reporting 
period ending during a calendar year but does not file a cost report covering a 
period of at least nine months, the computation rates will be based on aggregate 
data from all cost reports filed for reporting periods ending1 during that calendar 
year. 

The Department may utilize cost report data that is not final-settled in instances 
whereafinal-settledMedicarecostreportforahospital is notavailable.For 
example, if two hospitals merge into a single provider entity, and the combined 
providerentitydoesnothaveacombinedcostreportthatis final-settled the 
Department may utilize a more recently completed combined cost report that is 
not final-settled 

Operating costs are calculated as follows: 

1. 	 Routine service costs - Medicaid routine service costs are calculated by 
allocating total hospital routine service costs for each applicable routine 
service cost center based on the percentage of Medicaid patient days 
tototalpatientdays.Amountsarenetofswing-bedcostsand 
observation bed costs. 

2. 	 Inpatientancillaryservicecosts - Medicaidinpatientancillaryservice 
costs are calculated by multiplying an overall ancillary cost-to-charge 
ratio times the applicable Medicaid program inpatient ancillary charges. 
Theoverallancillarycost-to-chargeratioiscalculatedbydividing the 
sum of the costs of all ancillary and outpatient service cost centers by 
thesumofthechargesfor all ancillaryandoutpatientservicecost 
centers. 

3. Total hospital-specific base year operating costs amounts are equal to 
thesumofMedicaidroutineservicecostsandMedicaidinpatient 
ancillary service costs, less the building and fixtures portion of capital­
related costs and direct medical education costs. 
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